HOKKAIDO UNIVERSITY

Title East Asign Regional Ecqnomic Cooperatign and FTA: Deepening of Intra-ASEAN Economic
ooperation and Expansion into East Asia

Author (s) Shimizu, Kazushi

Citation Economic Journal of Hokkaido University, 36, 73-96

Issue Date 2007

Doc URL https://hdl. handle.net/2115/29917
Type departmental bulletin paper
File Information EJHU 36 73.pdf

Hokkaido University Collection of Scholarly and Academic Papers : HUSCAP




Econ. J. of Hokkaido Univ.,
Vol. 36(2007), pp.73-96

East Asian Regional Economic Cooperation and FTA:
Deepening of Intra-ASEAN Economic Cooperation
and Expansion into East Asia™

%

Kazushi Shimizu®

As part of the structural changes in the world economy, ASEAN
has further promoted intra-regional economic cooperation and has
grown as an important axis in East Asian regional economic coop-
eration and set up a free trade agreement (FTA). This paper ex-
amined the achievements and prospects of East Asian regional
economic cooperation and this FTA, mainly in terms of ASEAN.
The deepening of the current intra-ASEAN economic cooperation,
and its characteristics, and major impacts in the East Asian
Economic Cooperation are discussed.

JEL Classifications: F02, F14, F15
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1. Introduction

Regional economic cooperation and integration have made rapid pro-
gress in the modern world economy, as seen in the European Union (EU).
These types of economic cooperation and integration have promoted trade
and factor movements (capital movement and labor movement) beyond na-
tional boundaries.

In East Asia, the Association of Southeast Asian Nations (ASEAN)
has been the sole source of regional cooperation. ASEAN was founded in
1967 and has implemented intra-regional economic cooperation since 1976.
ASEAN has promoted deepening and widening of its regional cooperation
since its founding. ASEAN has deepened its political and economic coop-
eration as well as other types of cooperation. The original members in
1967 were five countries: Indonesia, Malaysia, the Philippines, Singapore
and Thailand, growing to include Brunei in 1984, Vietnam in 1995,

“This paper is based on Shimizu, K., “East Asian Regional Economic Cooperation and FTA:
Deepening of Intra-ASEAN Economic Cooperation and Expansion into East Asia,” in Takahara,
A., Tamura, K. and Sato, Y.(eds.), The Modern Asian Studies, Vol.1: Trans-border, Keio
University Press, Tokyo, 2007.

“*Professor, Kyushu University, Graduate School of Economics, E-mail: shimizu@en. kyushu-

u.ac.jp
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Myanmar and Laos in 1997, and Cambodia in 1999. ASEAN covers the en-
tire Southeast Asian region.

As part of the structural changes in the world economy, ASEAN has
further promoted intra-regional economic cooperation. The ASEAN Free
Trade Area (AFTA), which was approved at the 5" ASEAN Summit in
1992, was established by the 6 original member countries in 2003. Now,
ASEAN’s new goal is the ASEAN Economic Community (AEC).

ASEAN has grown as an important axis in regional economic coopera-
tion and the free trade agreement (FTA) in East Asia. With the Asian
economic crisis as a turning point, East Asian regional economic coopera-
tion including ASEAN Plus Three (APT: ASEAN Plus Japan, China and
Korea) has steadily increased. The East Asian Summit (EAS) has been
held yearly since 2005. At the same time, the Free Trade Agreement
(FTA) including the ASEAN-China Free Trade Agreement (ACFTA) and
ASEAN-Japan Comprehensive Economic Partnership (AJCEP) have also
been established. The advancement of East Asian regional economic coop-
eration and FTA will have a major impact on the East Asian economy as
well as the world economy.

This paper examines the achievements and prospects of the East Asian
regional economic cooperation and FTA. This topic will then be examined
mainly in terms of ASEAN. We have analyzed intra-ASEAN Economic Co-
operation on a unique and long-term basis (Shimizu, 1998a, 1998b, 1999a,
2002a, 2004a, 2005a and 2006a, etc.). This paper will address the deepen-
ing of the current intra-ASEAN economic cooperation and its characteris-
tics, and major impacts in the East Asian Economic Cooperation.

Section 2 discusses the process of Intra-ASEAN Economic Cooperation
from 1976 to 2003. Section 3 analyzes the new developments in intra-
ASEAN Economic Cooperation at the beginning of the “ASEAN Concord
II” in 2003. Section 4 discusses the East Asian regional economic coopera-
tion and FTA. The concluding section examines these analyses, and also
presents some important future issues relating to East Asian regional co-
operation and FTA.

2. Intra-ASEAN Economic Cooperation from 1976 to 2003

2.1 Intra-ASEAN Economic Cooperation from 1976 to 2003

ASEAN, which was founded in 1967, began intra-ASEAN economic co-
operation at the 1* ASEAN Summit in 1976. This economic cooperation,
based upon a report formulated by a United Nations Team (“Economic
Cooperation among Member Countries of the Association of Southeast
Asian Nations”), was carried out according to “ASEAN’s strategy for
Collective Import Substituting Industrialization for Heavy and Chemical
Industries (ASEAN’s strategy for CISI).”" This strategy was designed
under restricted foreign direct investment (FDI), and conducted by collec-

VShimizu (1998a: Chapter 1, 1998b).



2007.10 East Asian Regional Economic Cooperation and FTA 75

tive self-reliance policies. However, this strategy suffered a setback due to
failure in the implementation of the following three policies: the ASEAN
Industrial Projects (AIP), the ASEAN Industrial Complementation (AIC)
and the Preferential Trading Arrangement (PTA) (as well as, the ASEAN
Industrial Joint Venture: AIJV also started in 1983), and also due to the
failures in the creation of an interdependent market within ASEAN. These
failures were caused by conflicts of economic interest among the ASEAN
countries.”

At the 3" ASEAN Summit in 1987, this Strategy (“ASEAN'’s strategy
for CISI”) was switched to a new strategy “ASEAN’s strategy for
Collective FDI-dependent and Export-oriented Industrialization (ASEAN’s
strategy for CFEI).”? This was because the former strategy ended in fail-
ure and there were some changes in economic conditions both inside and
outside the ASEAN region. At the heart of this strategy was the Brand-to-
Brand Complementation (BBC) Scheme.”

ASEAN’s strategy for CFEI reached a significant turning point and
new phase, along with historical structural changes surrounding ASEAN
starting in 1991, due to changes in the cold war framework and the rapid
economic growth in East Asia. These changes promoted the deepening and
the widening of intra-ASEAN cooperation. In other words, AFTA, ASEAN
Industrial Cooperation (AICO) and ASEAN Investment Area (AIA) were
promoted as an extension of ASEAN’s strategy for CFEI, and the widening
of ASEAN to include Indochina countries.”

With the 1997 Asian economic crisis as a turning point, intra-ASEAN
economic cooperation entered a new phase. This was because the struc-
tures of the world economy and East Asian economy, surrounding ASEAN,

*’Shimizu (1998a: Chapter 2-3, 1998b).

“This was a new model strategy for intra-economic cooperation or economic integration among
developing countries, which was the strategy to support ASEAN countries’ FDI-dependent and
Export-oriented Industrialization collectively. Specifically, “ASEAN’s strategy for CFEI” has
been trying to 1) invite foreign capital (especially, FDI) as a whole, instead of on an individ-
ual national basis, 2) promote economic activities supported by foreign capital, 3) form an in-
tegrated intra-regional market, and 4) create exportable industries within. Refer to Shimizu
(1998a: Chapter 4, 1998b).

“The BBC scheme is an arrangement whereby specified parts/components of a specific vehicle
model are traded and used by the Brand-Owners (e.g. Mitsubishi Motor Corporation) and
Brand Related Original Manufacturers (BR-OEMs) in their respective Original Equipment
products, and there shall be two or more countries participating in respect of any specific
BBC scheme. Participating countries shall be granted a) local contents accreditation, b) a
minimum of 50% margin of tariff preference (MOP) to BBC products, if a BBC products is
a component for the manufacture of any products in the participating countries (“Memo-
randum of Understanding, Brand to Brand Complementation on the Automotive Industry
under the Basic Agreement on ASEAN Industrial Complementation,” ASEAN Secretariat,
1988, pp. 45-48). Mitsubishi Motors Corporation (MMC), Toyota Motor Corporation and
Nissan Motor Co., Ltd., etc, had complemented auto parts in ASEAN under BBC. Refer to
Shimizu (1998a: Chapter 5, 1999b).

*Refer to Shimizu (1998a), Final Chapter.
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had changed to a great extent. The first change was China’s rapid growth
and its expansion of influence. China maintained its rapid growth of over
7%, during and after the Asian economic crisis. This was in sharp contrast
with ASEAN countries. Trade and investment which led to this rapid
growth in China grew rapidly. China attracted much FDI and thus put
great pressure on ASEAN countries. The second change was the stagnation
of worldwide trade liberalization by the WTO and the evolution of FTA.
The third change was the increase in interdependency in East Asia includ-
ing China, and the developing of the foundation for East Asian-wide eco-
nomic cooperation.”

Some examples of Intra-ASEAN economic cooperation after the Asian
economic crisis are discussed. AFTA” was almost established by the six
ASEAN original member countries in January 1, 2003. The tariffs on
99.55% (44,160 tariff lines out of a total 44,361 tariff lines) of products in
the 2003 Inclusion List (IL) of the six ASEAN original member countries
were reduced to 0%-5% tariff range by the common effective preferential
tariff (CEPT) scheme. The average tariff for the six ASEAN original mem-
ber countries under the CEPT Scheme was down to 2.39% from 12.76%
when the tariff-cutting exercise started in 1993.° The elimination of import
duties will be complete by 2010 in the original six member countries and
by 2015 (2018 for some sensitive items) in the other four countries.

AICO” was agreed upon at the informal ASEAN Economic Ministers

S Refer to Shimizu (2004a, 2005b).

“AFTA is the free trade area concept agreed upon at the 4th ASEAN Summit in January
1992. Under AFTA, as a major means of Common Effect Privileged Tariff (CEPT), tariffs for
industrial products and processed agricultural products in the ASEAN region should be re-
duced by 0-5% by 2008. At the 6th ASEAN Economic Ministers Meeting, they agreed the im-
plementation of tariff reduction would be moved up by 5 years to the year 2003, and this
would be applied to non-processed agricultural products. At the 6th ASEAN Summit in
December 1998, they agreed this implementation was moved up by another one year to the
year 2002. A product shall be deemed to be originating from ASEAN Member States, if at
least 40% of its content originates from any Member State (“Agreement on the Common
Effective Preferential Tariff Scheme for the ASEAN Free Trade Area”).

Y ASEAN Secretariat, ASEAN Annual Report 2002-2003, p.19. However, the efficacy of AFTA
could not be overestimated. This was because, first, there were some excluded items, such as
the auto industry in Malaysia and the petrochemical industry in the Philippines. Second, re-
gional trade applied by AFTA and CEPT was extremely small. Third, the problems on proce-
dures such as complicated procedures or non-tariff barriers hampered AFTA. Refer to Shimizu
(2004a, 2005b).

BBC was integrated into AICO, which was agreed upon at the informal ASEAN Economic
Ministers Meeting in April 1996 and came into effect in November 1996 in each ASEAN
country. The approved AICO Products traded between Participating Companies shall enjoy
preferential tariff rates of 0%-5%. The local content accreditation shall be accorded to the
products manufactured by Participating Companies. The Companies wishing to benefit from
the privileges of the AICO Scheme shall fulfill the following criteria: a. be incorporated and
operating in an ASEAN Member Country; b. have a minimum of 30% national equity (“Basic

Agreement on the ASEAN Industrial Cooperation Scheme,” http:/www.aseansec.org/6385.htm).
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Meeting in April 1996 and came into effect in November 1996. No case
was approved for more than one year. But, in 1998, some cases such as
Sanden Corp., an auto-parts company, were approved in the background of
the Asian economic crisis. As of February of 2003, 101 cases were ap-
proved. Of them, 90 are auto-related cases including 27 by Toyota Motor
Corporation (Toyota), 26 by Honda Motor Co., Ltd.(Honda), 7 by Denso
Corporation (Denso), 5 by Nissan Motor Co., Ltd.(Nissan), and 2 by
Mitsubishi Motors Corporation (MMC)."” AICO was centered upon the
complementation of auto parts for Japanese automobile makers. For exam-
ple, Toyota was producing main auto parts, such as, steering gears in
Malaysia, transmissions in the Philippines, diesel engines in Thailand and
gasoline engines in Indonesia, and complementing these parts since 1990,
under BBC and AICO. Main auto parts of Toyota in ASEAN were comple-
mented at a tariff of 0%-5%."

At the same time, ASEAN had consistently had success in extra-
regional economic cooperation (the External Economic dJoint Approach).
The extra-regional cooperation played a major role for ASEAN to unite as
a whole. ASEAN was able to secure export markets and obtain foreign
aid."”

2.2 Centrifugal Forces of Intra-ASEAN Economic Cooperation

There were many problems and centrifugal forces for Intra-ASEAN
economic cooperation.”” These hampered the progress of intra-regional eco-
nomic cooperation. Some of these centrifugal forces have been there since
the beginning. First, there remained various factors that could cause con-
flicts of interest among ASEAN member countries.

Second, ASEAN did not have policies or organizations to solve these
conflicts among member countries. For example, ASEAN has not had com-
mon policies: “methods for the redistribution of income or the reallocation
of capital” for countries suffering disadvantages arising from economic co-
operation (e.g. common policies, such as Common Agricultural Policy: CAP
or Common Regional Policy in EC or EU)."”

Third, the interdependence in the ASEAN market had been low, while
the dependence of trade and investment on major powers outside ASEAN
had been high.

Fourth, the increasing interdependency in the East-Asian and the
Asia-Pacific regions and some activities of multinational corporations
(MNCs) were centrifugal forces for Intra-ASEAN Economic Cooperation.
For example, some MNCs had plans to transfer their production base from

http://www.aseansec.org/6398.htm.

""Refer to Shimizu (1998a: Chapter 5, 2004a, 2005b).

¥ Shimizu (1998a: Chapter 2).

"“Refer to Shimizu (1998a: Chapter 2, 2004a, 2005b) as for centrifugal forces for Intra-ASEAN
economic cooperation.

“Shimizu (1998a: Chapter 2, Supplementary Chapter: Deconstruction of Integration Theory).
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ASEAN countries to China. Some MNCs expanded their parts complement-
ing areas, in pursuit of efficient and rational production, thus extending
beyond the ASEAN region. These activities undermined the foundation of
intra-ASEAN economic cooperation.

Besides the above centrifugal forces, there were other centrifugal
forces related to the structural changes of world economy after the Asian
economic crisis. First, ASEAN widened its members into the Indochina
countries. While containing wide income disparities and differences in in-
dustrial competitiveness, the widening enhanced the centrifugal force
mainly in terms of intra-regional conflicts for interests between developed
countries and developing countries.

Second, the positions towards intra-regional economic cooperation were
unstable among ASEAN member countries. Particularly, with the evolution
of FTA, member countries acted strategically for their own industries. For
example, Singapore was strengthening the relationship with extra-ASEAN
countries such as the U.S. Thailand was also active in forging FTA with
countries outside the region; Thailand approached China about the early
harvest program of the tariff reduction on agricultural goods. These were
centrifugal forces for intra-regional cooperation.

The third centrifugal force was the creation of wider cooperative
frameworks such as APT and the evolution of the FTA. These all increased
the possibility for ASEAN to be absorbed by wider frameworks. Especially
important was the creation of an East Asian-wide cooperative framework.
This would probably undermine the initiative of ASEAN.

Fourth, the activities of MNCs in a wider area than ASEAN would
strengthen the centrifugal force. For example, in automobile manufacturing
in ASEAN countries by Japanese MNCs such as Toyota Motor Corporation,
some important auto parts such as engine parts were exported from Japan.
Thus, the wider region at least including ASEAN and Japan were more ra-
tional for production for Japanese automobile makers.” After the Asian
economic crisis, the exports of cars and auto parts from ASEAN countries,
particularly from Thailand, grew. The trade of cars and auto parts be-
tween ASEAN and China, and ASEAN and Japan were also expanded
greatly.” The rational region for Toyota’s automobile production needed a
wider area.

ASEAN was led to further deepening of intra-ASEAN economic coop-
eration in the structural change of world economy, by resolving these cen-
trifugal forces.

“Refer to Shimizu (1998), Chapter 5.

Y Auto parts exports from the ASEAN 5 countries to the world increased from $1.993 bill in
1999 to $2.441 bill in 2002. Exports to Japan increased from $245 million to $520 million,
and exports to China increased from $24 million to $40 million during the same period.
Exports from China to the ASEAN 5 countries increased from $32 million to $120 million and
those from China to the ASEAN 10 countries increased $38 million to $198 million (ITI,
International Trade Matrix, 2002, 2003). “Auto parts” is classified as the HS Classification
8707-8708.
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3. New Developments in Intra-ASEAN Economic
Cooperation since 2003

3.1 The “Declaration of ASEAN Concord II” and the ASEAN
Economic Community (AEC)

The 9th ASEAN Summit meeting in October 2003 and a series of
meetings were great turning points for intra-ASEAN economic cooperation.
The “Declaration of ASEAN Concord II” in the 9th Summit meeting in
Bali, Indonesia in October of 2003 presented a plan to realize an ASEAN
Community, which consisted of the ASEAN Security Community (ASC),
the ASEAN Economic Community (AEC) and the ASEAN Social and
Cultural Community (ASCC). The “Declaration of ASEAN Concord II” stated
“An ASEAN Community shall be established comprising three pillars,
namely political and security cooperation, economic cooperation, and socio-
cultural cooperation that are closely intertwined and mutually reinforcing
for the purpose of ensuring durable peace, stability and shared prosperity
in the region.”'”

As for the relationship with extra-regional countries, they verified that
ASEAN and Japan, China, India, and South Korea would continue to
strengthen their cooperation including FTA. At the same time, China and
India joined the Treaty of Amity and Cooperation in Southeast Asia
(TAC), which was signed in 1976 and urged the promotion of peace and
stability in Southeast Asia through regional resilience.” This was the first
time that a power outside Southeast Asia joined TAC.

The concept of AEC was first presented in the 8th ASEAN Summit in
November 2002 and examined in the 35th AEM in September 2003. Then
AEC was formalized in the “Declaration of ASEAN Concord II” in the 9th
ASEAN Summit in October, 2003 as the pillar that would support the
ASEAN Community.

The “Declaration of ASEAN Concord II” stated that “The ASEAN
Economic Community is the realisation of the end-goal of economic integra-
tion as outlined in the ASEAN Vision 2020, to create a stable, prosperous
and highly competitive ASEAN economic region in which there is a free
flow of goods, services, investment and a freer flow of capital, equitable
economic development and reduced poverty and socio-economic disparities
in year 2020.”"

AEC was created so that “ASEAN would be a single market and pro-
duction base, characterized by the free flow of goods, services, investment
and skilled labor, freer flow of capital by year 2020.”*” The idea was to re-

"“Declaration of ASEAN Concord,” http:/www.aseansec.org/15159.htm.

“Treaty of Amity and Cooperation in Southeast Asia,” http:/www.aseansec.org/1217.htm.

““Declaration of ASEAN Concord,” http:/www.aseansec.org/15159.htm.

' “The Thirty-Fifth ASEAN Economic Ministers Meeting, 2 September 2003, Phnom Penh,
Cambodia,” http:/www.aseansec.org/15066.htm. Refer to ASEAN Secretariat (2003), Hew and

Soesastro (2003), ISEAS (2003), ASEAN ISIS (2003), Hew (2005), Severino (2006), as for AEC.
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alize an EU-like single market or a common market that includes factor
movement. Thus, this idea had the potential to strengthen intra-ASEAN
economic cooperation or integration to a greater extent.

As for AEC, the High-Level Task Force (HLTF) on economic integra-
tion, which was set up by the AEM, compiled proposals and submitted
them to the AEM. The AEM accepted two key proposals and adopted them
in the “Declaration of ASEAN Concord II.” One was to establish an effec-
tive dispute settlement system. The other was to give priority to integrat-
ing 11 sectors. The selected industries for priority integration and the
coordinating countries were Indonesia in wood-based products and
automotives, Malaysia in rubber-based products, textiles and apparels,
Myanmar in agro-based products and fisheries, the Philippines in electron-
ics, Singapore in e-ASEAN and healthcare and Thailand in air travel and
tourism.””

One more important point in this series of conferences was that they
were trying to establish a new effective dispute settlement system. This
new effective dispute settlement system comprises three mechanisms: a
Legal Unit, an ASEAN Consultation to Solve Trade and Investment Issues
(ACT) and an ASEAN Compliance Body (ACB).” ASEAN were not able
to resolve intra-regional conflicts of interest in the past. But these mecha-
nisms would make it possible to resolve these conflicts and considerably
strengthen intra-regional economic cooperation.

The attraction of FDI remained a very important factor for AEC. That
is, the AEC concept had an aspect of “ASEAN’s strategy for CFEL.” The
former Secretary-General of ASEAN Secretariat, Rodolfo C. Severino stated
the followings:

“At the ASEAN Summit in Phnom Penh on 4 November
2002, Prime Minister Goh Chok Tong of Singapore had pro-
posed that the next stage in regional economic integration be
named the ASEAN Economic Community. He and a few other

" “The Thirty-Fifth ASEAN Economic Ministers Meeting, 2 September 2003, Phnom Penh,
Cambodia,” “Recommendation of the High-Level Task Force on ASEAN Economic Integration,”
http://www.aseansec.org/hltf.htm. Members of the HLTF were Permanent Secretaries and
Directors-General of Ministry of Trade and Industry. HLTF considered the AEC based on the
ideas of two studies (ISEAS: 2003, Concept Paper on the ASEAN Economic Community,
ASEAN ISIS: 2003, Towards an ASEAN Economic Community), “17th Asia Pacific
Roundtable Speaking Notes for the presentation by ASEAN Secretary-General Ong Keng Yong
on ASEAN Economic Community 9 August, 1 Kuala Lumpur, Malaysia,” http:/www.aseansec.
org/15333.htm.

“'These new mechanisms were 1) a legal unit within the ASEAN Secretariat to provide legal
advice on trade disputes (advisory mechanisms), 2) an ASEAN Consultation to Solve Trade
and Investment Issues (ACT) modeled after the EU SOLVIT mechanisms to provide speedy
resolution to operational problems in ASEAN economic agreements (consultative mechanisms)
and 3) an ASEAN Compliance Body modeled after the WTO Textile Monitoring Body to make
use of peer pressure to resolve trade disputes (adjudication mechanisms), “The Thirty-Fifth
ASEAN Economic Ministers Meeting, 2 September 2003, Phnom Penh, Cambodia.”
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ASEAN leaders were deeply concerned over the weakened
ability of the ASEAN countries to attract foreign direct invest-
ment, on which all of them depended for sustained economic
growth. This development was a consequence of the changes
wrought by the Asian financial crisis in investors’ perceptions
of Southeast Asia’s economic prospects. Some of the proverbial
“observers” attributed it also to the surge of China and, later
India as competing destinations for investment. Those ASEAN
leaders were convinced that the only way for Southeast Asia
to meet these challenges was to deepen the integration of the
ASEAN economy in a way that was credible to investors.””

For ASEAN member countries, FDI and export were still the keys to
development. However, China and India had risen as major competitors.
In these circumstances, ASEAN heads sought the deepening of intra-
ASEAN economic cooperation and integration in order to attract further
FDI.

In conclusion, Intra-ASEAN economic cooperation entered into a new
stage, which had a goal of a single market or a common market based on
the “Declaration of ASEAN Concord II” in October 2003 as an extension
of “ASEAN’s strategy for CFEL”

3.2 The “Vientiane Action Program (VAP)” and Narrowing the
Development Gap in ASEAN

At the 10th ASEAN Summit in Vientiane, Laos, in November of 2004,
following “the Declaration of ASEAN Concord II” in the 9th Summit of
the previous year, an approach aimed at establishing an ASEAN commu-
nity was discussed.”’ At the summit, “the ASEAN Framework Agreement
for the Integration of Priority Sectors” was signed and “the Vientiane
Action Program (VAP)” was adopted. In addition, in relation to extra-
regional foreign countries, the convening of the first East Asia Summit
(EAS) in Malaysia in 2005 was agreed upon; progress was seen in the
FTA negotiations between ASEAN and China, Japan and India.

As for the acceleration of integrating the eleven priority sectors, “the
ASEAN Framework Agreement for the Integration of Priority Sectors” was
signed. This agreement stipulated that ASEAN member countries should
eliminate all CEPT for AFTA (CEPT-AFTA) in the eleven priority sectors
by January 2007 for the six original member countries (by January 2012
for CLMV countries), three years earlier than the scheduled year of 2010
(2015 for CLMV countries).”

®Severino (2006), pp. 342-343.

“Refer to Shimizu (2005a), as for the 10th ASEAN Summit and VAP.

“ http://www.aseansec.org/16660.htm. Media Release reported that these selected sectors ac-
counted for more than 50% of intra-ASEAN trade in 2003. In value terms, the priority sec-
tors contributed US$48.4 billion and US$43.4 billion of intra-ASEAN exports and imports,
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At this Summit, VAP, which was the second action program to realize
“the ASEAN Vision 2020,”* was adopted. VAP stated a more concrete
goal than the first action program: the Hanoi Plan of Action (HPA). First,
VAP stated that ASEAN heads agreed to pursue the comprehensive inte-
gration of ASEAN towards the realization of an ASEAN Community by
2020 as envisioned in the “Declaration of ASEAN Concord II.” Second, it
addressed the development issues and special needs of the less developed
ASEAN Member Countries: narrowing the development gap in ASEAN
countries.”

As for narrowing the gap in ASEAN countries, VAP stated that “The
practical goal of the VAP for narrowing the development gap is to reduce
the large disparities in terms of per capita GDP as well as other human
development dimensions” and “The development gap exists between the
ASEAN-6 and the CLMV countries, and within the ASEAN-6 countries,”
and stated that “To achieve the goal, technical and development coopera-
tion among ASEAN Member Countries and with Dialogue Partners will be
intensified as the main strategy to help less developed Member Countries
accelerate the process of economic integration” in “4. Goals and Strategies
for Narrowing the Development Gap” of “II. Goals and Strategies towards
Realising the ASEAN Community.”*

respectively, in 2003 (“ASEAN Accelerates Integration of Priority Sectors, “http:/www.
aseansec.org/16621.htm). “ASEAN Framework Agreement for the Integration of Priority
Sectors” stipulated “Liberalisation” shall be implemented in Trade in Goods, Trade in
Services, Investment. This agreement stipulated Rules of Origin, Customs Procedures,
Standards and Conformance, Logistics Services, Movement of Business Persons, Experts,
Professionals, Skilled Labor and Talents and others, about “Trade and Investment facilitation”

(“ASEAN Framework Agreement for the Integration of Priority Sectors Vientiane, 29th
November 2004,” http://www.aseansec.org/16660.htm) .

*“'The “ASEAN Vision 2020” adopted at the Second ASEAN Informal Summit in Kuala Lumpur
in December 1997 set out a broad vision for ASEAN in the year 2020: an ASEAN as a concert
of Southeast Asian Nations, outward looking, living in peace, stability and prosperity, bonded
together in partnership in dynamic development and in a community of caring societies. The

“Hanoi Plan of Action (HPA)” was the first in a series of plans of action building up to the
realisation of the goals of the Vision. HPA had a six-year timeframe covering the period from
1999 to 2004. HPA stated 10 items, in which “I. Strenghen Macroeconomic and Financial co-
operation” and “II. Enhance Greater Economic Integration” were the central themes since it
was in the Asian economic crisis. Refer to the “HPA” (http://www.aseansec.org/8754.htm).

“"'VAP stated that the “theme” was “ Towards shared prosperity and destiny in an integrated,
peaceful and caring ASEAN Community” in the “Preamble,” and declared, first, “1. We
agree to pursue the comprehensive integration of ASEAN towards the realisation of an open,
dynamic and resilient ASEAN Community by 2020” and second, “2. We shall address, by
various ways and means, the development issues and special needs of the less developed
ASEAN Member Countries and sub-regional areas of ASEAN (“Vientiane Action Program,”
http://www.aseansec.org/VAP-10th%20ASEAN %20Summit.pdf) .

VAP stated that the Initiative for ASEAN Integration (IAD), which was agreed at the ASEAN
Summit in November 2002, was a main instrument for narrowing the development gap and
it would be strengthened to address development needs of the CLMV and other sub-regional
areas (Ibid.)
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Thus, VAP addressed the narrowing of the development gap in
ASAEAN Countries. The establishment of those means was an important
factor to deepen Intra-ASEAN economic cooperation. This was because
ASEAN did not have policies or organizations to solve these conflicts
among member countries. For example, ASEAN did not have common poli-
cies: “methods for the redistribution of income or the reallocation of
capital” for countries suffering disadvantages arising from intra-regional
economic cooperation. This was a centrifugal force for Intra-ASEAN eco-
nomic cooperation.

This was also because there were large differences in income and in-
dustrial competitiveness between intra-regional developed countries and de-
veloping countries. The widening of ASEAN into Indochina further
expanded these differences.

As for narrowing the development gap, however, VAP addressed not
only the cooperation among ASEAN member countries but also cooperation
with dialogue partners to achieve this goal. ASEAN often resolved a di-
lemma in intra-economic cooperation by utilizing outside powers in the
past. This was characteristic of intra-ASEAN economic cooperation. This
was also consistent with narrowing the gap in VAP.

3.3 The Establishment of the ASEAN Charter and the development
of Intra-ASEAN Economic Cooperation

In the 11™ ASEAN Summit in December 2005, ASEAN heads signed
“the Kuala Lumpur Declaration on the Establishment of the ASEAN
Charter.”” In a series of ASEAN Summits, ASEAN succeeded in obtaining
financial assistance towards further ASEAN cooperation and integration,
including 7.5 billion-yen in financial assistance from Japan, as well as
from China and Australia.

The 12th ASEAN Summit was postponed from December 2006, and
was held in January 2007. At the summit, four declarations including the
“Cebu Declaration on the Blueprint of the ASEAN Charter” and the
“ASEAN Declaration on the 15-Year Foundation of the ASEAN Community”
and “the ASEAN Anti-Terrorism Agreement” were signed.

As for the ASEAN Charter, ASEAN heads signed “the Cebu
Declaration on the Blueprint of the ASEAN Charter” to endorse “the
Report of the Eminent Persons Group (EPG) on the ASEAN Charter” and
they directed the High Level Task Force to complete the drafting of the
ASEAN Charter in time for the 13th Summit in Singapore in 2007.”

ASEAN has been based not on a charter and treaty, but on only a
declaration (“the ASEAN Declaration: Bangkok Declaration” in 1967). The
establishment of the ASEAN Charter will accelerate ASEAN cooperation

®*“Kuala Lumpur Declaration on the Establishment of the ASEAN Charter Kuala Lumpur, 12
December 2005,” http://www.aseansec.org/18030.htm.

“Chairperson’s Statement of the 12th ASEAN Summit,” http:/www.aseansec.org/19280.htm.
Refer to Severino (2005), EPG (2006) as for the ASEAN Charter.
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and integration in the ASEAN Community. It is possible that the conven-
tional rule by unanimous vote and non-intervention principle may be
changed.

ASEAN heads affirmed the commitment to accelerate the establish-
ment of an ASEAN Community as envisioned in the “ASEAN Concord II”
by five years and agreed on the “Cebu Declaration on the Establishment
of the ASEAN Community by 2015.”%

There were some concrete results of recent Intra-ASEAN Economic
Cooperation. As for AFTA, as of August, 2006, 99.77% of the products in
the CEPT Inclusion List (IL) of the original ASEAN member countries
had been brought down to the 0-5% tariff range. The average tariff for
the six ASEAN original member countries under the CEPT Scheme was
down to 1.74% from 2.39% in 2003.” The share of export by CEPT in
intra-ASEAN export increased steadily in Thailand and Malaysia. For ex-
ample, the share of export by CEPT to export for ASEAN countries in
Thailand increased from 15.5% to 21.5% in 2005 (but, decreased to 20.6%
in 2006). The share of export by CEPT to total export from Thailand to
Indonesia reached 50.6% in 2006, due to increasing exports relating to
automobiles. The reasons for not rapidly increasing the share of exports by
CEPT included the duplications between CEPT and the various investment
policies in ASEAN countries, and some procedural problems.*””

As for AICO, as of April, 2005, 129 cases were approved. Of them, 115
cases were related to automobiles, including 32 cases for Toyota, 38 for
Honda, 7 for Denso, 6 for Nissan, and 3 for MMC.” As of July, 2006, 141
cases were approved and annual trade amounted to 1.7 billion dollars.”

In the automotive industry, which ASEAN countries had protected as
an import-substituting industry and a strategic industry, the international
division of labor by MNCs had been established with assistance from BBC
and AICO. For instance, Toyota Motor Corporation, which enjoyed a large
share of the ASEAN automotive market, had been complementing main
auto parts in the ASEAN region under BBC and AICO.

As an extension of these complementations, Toyota began to produce a
strategic world car: the Innovative International Multipurpose Vehicle
(IMV) in Thailand for the first time in the world in August 2004.
According to Toyota Motors, IMV was an integrated new model between
the one ton pickup truck “Hilux” and the “TUV” (“Kijang” in Indonesia).
It was a special model that hardly depended on Japan-made parts and did
not depend on a Japan based model. Toyota produced a large number of
auto parts in Thailand and ASEAN countries by widely expanding intra-

“http://www.aseansec.org/19260.htm.

#“Joint Media Statement of the Twentieth Meeting of the ASEAN Free Trade Area (AFTA)
Council Kuala Lumpur, 21 August 2006,” http://www.aseansec.org/18682.htm.

® Tsusho-Kouhou, 18 May 2007.

#“Approved AICO Applications as of 21 April 2005,” http://www.aseansec.org/6398.htm.

“*“Media Release: 38" ASEAN Economic Ministers Meeting (AEM), 22-23 August 2006, Kuala
Lumpur,” by JETRO Kuala Lumpur Center.
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regional complementation and local procurement.” The world’s largest pro-

duction base of this IMV was in ASEAN, particularly in Thailand. This
production and complementation of IMV was an extension and develop-
ment of the Intra-ASEAN complementation.

Furthermore, a large share of the production was exported. Automobile
production in Thailand rose 742,062 in 2003 to 1,193,903 in 2006, the ex-
port of which rapidly rose from 235,518 in 2003 to 539,202 in 2006. The
share of export to production rose from 31.7% to 45.2%. Toyota had a big
share in automobile production and export in Thailand. Toyota’s produc-
tion and export in Thailand rapidly rose, together with production and ex-
port of IMV. Toyota’s production rose from 205,421 to 469,395. In
particular, Toyota’s exports increased over seven fold from 27,382 to
196,931. Toyota’s production share relative to all production rose from
27.6% to 39.3%. Toyota’s export share relative to all export rapidly rose
from 15.8% to 36.5%."

“ASEAN'’s Strategy of CFEI” was realized in one area over the long
term. But, there were some problems. We will address two points. The
first problem was a distributional problem in the automobile industry. The
production of automobiles and auto parts were more centralized in
Thailand. This led to a wider gap and distributional problems. In addition,
MNCs would likely expand their parts complementing areas, in pursuit of
efficient and rational production, thus passing over the ASEAN region.
This was the second problem, which had been a consistent problem since
the initial BBC. Though IMV procured almost no Japanese parts, IMV
complemented manual transmission not only from the Philippines but also
from India. The rational region for IMV production reguired a wider area.
This was still a centrifugal force for Intra-ASEAN economic cooperation.

3.4 Key Characteristics of Intra-ASEAN Economic Cooperation

The experiences and new developments of intra-ASEAN economic coop-
eration have been analyzed. To discuss the recent East Asian regional co-
operation and FTA, some key characteristics of intra-ASEAN economic
cooperation will be examined. These key characteristics are: first, the re-
quest for external cooperation from intra-ASEAN economic cooperation,
and, second, the request for intra-ASEAN cooperation from extra-regional
cooperation.

The acquisition of foreign capital including FDI and financial assis-

“TIMV was a strategic world car based on a one ton pickup truck by Toyota. They prepared five
models including the three models of pickup trucks. They began to manufacture “Hilux Vigo”
in Thailand on August 25. On September 1st, Indonesia followed Thailand by beginning the
production of “Kijang Innova,” the second model of IMV. They planed to annually produce
280,000 cars in Thailand and export 140,000 cars. IMV greatly expanded intra-regional com-
plementation and local procurement. As for the complementation of manufacturing main auto
parts, the diesel engine were made in Thailand, gasoline engine in Indonesia, and manual
transmission in the Philippines and India. Refer to Shimizu (2005a).

““FOURIN, Monthly Report on the Asian Automobile Industry, No.3, March 2007, pp.16-17.
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tance and the securing of export markets are still important factors in
intra-ASEAN economic cooperation. In other words, it has aspects of the
“ASEAN’s Strategy of CFEL” The initial BBC and AICO, AFTA and AIA
were also extensions of “ASEAN’s Strategy of CFEL”

For the development of ASEAN countries, the acquisition of foreign
capital and the securing of export markets remain very important matters,
along with the securing of intra-regional capital and markets. As mentioned
previously, AEC has aspects of “ASEAN’s Strategy of CFEIL.” Furthermore,
for example, Singaporean Prime Minister Lee said that “Although ASEAN
is located at a crossroads in Asia, it should not disappear from the view
of investors due to the rise of China and India” at the Business
Investment Summit prior to the 11" ASEAN summit in 2005.” Thus, since
it remains inevitable for ASEAN to secure foreign capital and export mar-
kets, the formation of a wider framework including East Asian regional co-
operation and the FTA are unavoidable for ASEAN.

Furthermore, external partner’s financial assistance was very impor-
tant for intra-ASEAN economic cooperation. ASEAN had a history of re-
solving tensions among member countries over intra-regional economic
cooperation using external partner’s assistance. In 1976, when the ASEAN
Industrial Project (AIP) was launched, ASEAN had already cleared ten-
sions among member countries by financial assistance from external part-
ners (especially, Japan’s one billion dollars financial assistance for AIP).”
This factor was consistent with the current intra-ASEAN economic coop-
eration. This can be seen clearly in the securing of financing assistance in
order to narrow the development gaps in ASEAN of the VAP. That is, it
was vital for ASEAN to ensure financial assistance from external partners
for their own cooperation.

In summary, it remains inevitable for ASEAN to secure capital and
markets for development, and at the same time, it is also vital to secure
financial assistance from external partners for their own cooperation. Thus,
it is unavoidable to develop a wider framework including East Asian re-
gional cooperation and FTA. However, establishing a wider cooperative
framework may threaten the very existence of ASEAN. Therefore, it is im-
perative for ASEAN to secure the initiative in East Asian regional coopera-
tion, and to strengthen its own cooperation and integration.

4. ASEAN and the Development of East Asian Regional
Economic Cooperation and FTA

4.1 ASEAN Plus Three (APT) Cooperation and East Asia Summit
(EAS)

East Asian regional cooperation has been implemented since the APT

“December 10, 2005, Nippon Keizai Shinbun.
“Refer to Shimizu (1998a: Chapter 2, 2004a, 2005b).
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Summit meeting held in December 1997 during the Asian economic crisis
(Refer to Figure 1 about East Asian regional cooperation). At the 2nd APT
Summit in December 1998, they submitted several specific proposals on re-
gional economic cooperation in East Asia. For instance, Japan proposed the
“New Miyazawa Initiative,” China proposed the conference by the APT to
discuss financial issues, and South Korea proposed the East Asia Vision
Group (EAVG: an organization to study East Asian regional cooperation).
In November 1999, the first APT joint communiqué was released.

Financial and monetary cooperation led to East Asian regional eco-
nomic cooperation. In May 2000, the “Chiang Mai Initiative (CMI)” was
agreed on at the APT Finance Ministers Meeting in Chiang Mai. CMI was
an extension of the ASEAN Swap Arrangements (ASP) signed in 1977.
Yet, it was a new development in monetary and financial cooperation not
only for ASEAN but also for the East Asian region.” By CMI, the member
countries of ASP increased to 10 from the original 5 countries, simultane-
ously adding Japan, China and South Korea to the network."”

In the 2001 APT Summit, the report of the East Asia Vision Group
(EAVG): EAVG (2001) was submitted. This addressed the evolution of the

Figure 1. Regional Cooperation in East Asia
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“"Refer to “The Joint Ministerial Statement of the ASEAN + 3 Finance Ministers Meeting,” 6
May 2000, Chiang Mai, Thailand,” and Nippon Keizai Shinbun, 7, 9, 10 May, 2000.

“"This purpose shall be to provide immediate short-term swap facilities to participating member
countries with temporary international liquidity problems. Under the Arrangements U.S. dol-
lars shall be exchanged against the domestic currency of a requesting participant. CMI was
a groundbreaking measure of monetary and financial cooperation in East Asia. Refer to
Shimizu (2002a), as for the expansion of ASP to CMI.
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summit into the EAS as a measure to realize an East Asian community.”
Furthermore, the report by the East Asia Study Group (EASG): EASG
(2002) submitted in the 2002 APT Summit proposed 17 short-term and 9
middle- and long-term measures.” One of those middle- and long-term
measures was to hold the EAS."

A series of ASEAN summits in December 2005 were very important in
the history of KEast Asian regional economic cooperation. In the 11th
ASEAN Summit, ASEAN heads signed the “Kuala Lumpur Declaration on
the Establishment of the ASEAN Charter.”*

In the 9th APT Summit, the heads declared the “Kuala Lumpur
Declaration on the ASEAN Plus Three Summit.”* First, they declared
“reiterating our common resolve to realise an East Asian community as a
long-term goal that would contribute to the maintenance of regional and
global peace and security, prosperity and progress” and “convinced that the
ASEAN Plus Three process will continue to be ‘the main vehicle’ in
achieving that goal, with ASEAN as the driving force.”*”

Second, they recognized the importance of ASEAN integration and the
ASEAN Community towards community building in the region and the con-
tinued support of the Plus Three countries for ASEAN’s efforts. They stated
that “they will continue to support ASEAN integration, particularly in nar-
rowing the development gap in order to realise the ASEAN Community.”*

Third, they stated that “they will commence collaborative efforts to
prepare a second Joint Statement on East Asia Cooperation on the tenth
anniversary of the ASEAN Plus Three process in 2007 in order to consoli-
date existing cooperation and to set forth the future direction for the coop-
eration and East Asia community building.”*

After these Summits, the first EAS was held in 14 December, which was
the most important Summit in a series of ASEAN summits in December
2005. The participating countries in the 1* EAS numbered 16, including 10
ASEAN countries, Japan, China, South Korea, India, Australia and New
Zealand, after many negotiations. Russia initially participated as an ob-
server.

“EAVG (2001), “Report of the East Asia Vision Group,” http://www.aseansec.org/pdf/east_asia_
vision.pdf.

“EASG (2002), “Final Report of the East Asia Study Group,” http:/www.aseansec.org/viewpdf.
asp?file=/pdf/easg.pdf.

“EASG (2002), “Final Report of the East Asia Study Group,” http://www.aseansec.org/viewpdf.
asp?file=/pdf/easg.pdf.

““Kuala Lumpur Declaration on the Establishment of the ASEAN Charter Kuala Lumpur, 12
December 2005,” http://www.aseansec.org/18030.htm. Refer to Shimizu (2006a, b), as for the
first EAS and a series of ASEAN Summits in 2005.

“““Kuala Lumpur Declaration on the ASEAN Plus Three Summit, Kuala Lumpur, 12 December
2005,” http://www.aseansec.org/18036.htm.

““Tbid.

®Tbid.

“Tbid.
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In the 1 EAS, two declarations: the “Kuala Lumpur Declaration on the
East Asia Summit”™ and the “East Asia Summit Declaration on Avian
Influenza Prevention, Control and Response”*” were made. Some important
points of the “Kuala Lumpur Declaration on the East Asia Summit’ were
the following. First, the heads confirmed that EAS would play an impor-
tant role together with APT meetings. The heads stated that “EAS could
play ‘a significant role’ in community building in this region”*” in the
“Preamble.”

Second, they insisted on the importance of the ASEAN cooperation or
community for peace and prosperity in East Asia region or for the East
Asian community. They declared that “the need to support efforts to build
a strong ASEAN Community which will serve as a solid foundation for our
common peace and prosperity” in the “Preamble” and “the efforts of the
East Asia Summit to promote community building in this region will be
consistent with and reinforce the realization of the ASEAN Community
(Section 2).”%

Third, they confirmed that ASEAN would be “the driving force” of
EAS. They stated that “with ASEAN as the driving force working in part-
nership with the other participants of the East Asia Summit (Section 3).”*"
They confirmed that “Participation in EAS will be based on the criteria for
participation established by ASEAN,” “EAS will be convened regularly;”
“EAS will be hosted and chaired by an ASEAN Member Country that as-
sumes the ASEAN Chairmanship and held back-to-back with the annual
ASEAN Summit (Section 5).”” ASEAN’s initiatives were stated in many
points in this declaration.

In January, 2007, in the 10th APT Summit, the heads agreed on the
expansion of APT cooperation to the following areas: women, poverty alle-
viation, disaster management and minerals.”” They welcomed the East
Asia Free Trade Area (EAFTA) as a integration, and at the same time they
noted that they should continue to examine other possible FTA configura-
tions such as EAS.

In the second EAS, heads declared the “Cebu Declaration on East
Asian Energy Security Cebu, Philippines, 15 January 2007,” and agreed to
wider areas of EAS cooperation including energy, education, finance, avian

“Kuala Lumpur Declaration on the East Asia Summit, Kuala Lumpur, 14 December 2005,”
http://www.aseansec.org/18098.htm.

“East Asia Summit Declaration on Avian Influenza Prevention, Control and Response, Kuala
Lumpur, 14 December 2005,” http://www.aseansec.org/18101.htm.

*“Kuala Lumpur Declaration on the East Asia Summit, Kuala Lumpur, 14 December 2005,”
http://www.aseansec.org/18098.htm.

“bid.

*“Kuala Lumpur Declaration on the East Asia Summit, Kuala Lumpur, 14 December 2005,”
http://www.aseansec.org/18098.htm.

“Tbid.

¥ “Chairman’s Statement of the Tenth ASEAN Plus Three Summit Cebu, Philippines, 14
January 2007,” http://www.aseansec.org/19315.htm.
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influenza, and natural disasters. Heads also agreed to launch a study on a
Comprehensive Economic Partnership in East Asia (CEPEA) among EAS
participants.

With regard to the East Asian regional FTA concept, it was agreed
that EAFTA including 13 members of APT and CEPEA including 16 mem-
bers of EAS would be simultaneously studied. In every meeting, ASEAN
initiatives were expressed.

With ASEAN as a crucial axis, East Asian regional cooperation has
been implemented in a multilayered fashion.

4.2 FTA in East Asia: ACFTA

Lastly, we will discuss ACFTA, which has been leading FTA in East
Asia.”” FTA and Economic Partnership Agreement (EPA) have been rap-
idly explored in East Asia. The important ones are ASEAN Plus One FTA
such as ACFTA, AJCEP and ASEAN-Korea FTA (AKFTA). ACFTA has been
the most important and influential ASEAN Plus One FTA: ACFTA was
the first FTA for China, and was also the first ASEAN Plus One FTA. In
contrast, FTA between Japan, China and South Korea has not been signed
yet.

ACFTA began in November 2000, when Chinese Premier Zhu Rongji
proposed to set up an expert group to study how economic cooperation and
free trade relations between ASEAN and China could be deepened.” In
November 2001, at the 4th ASEAN-China Summit, they considered a study
by the ASEAN-China Expert Group and endorsed a proposal for an Economic
Framework and to establish ACFTA within 10 years.”

In November 2002, they signed the “Framework Agreement on
Comprehensive Economic Co-operation between ASEAN and China.” This
agreement stipulated an “Early Harvest Programme (Article 6),” and “all
products not covered by the Early Harvest Programme” shall have “their
respective applied MFN tariff rates gradually reduced or eliminated in ac-
cordance with specified schedules and rates over a period from 1 January
2005 to 2010 for ASEAN 6 and China, and in the case of the newer
ASEAN Member States, the period shall be from 1 January 2005 to 2015
(Article 3).” This also expressed the “stimulated provision of special and
differential treatment and flexibility to the newer ASEAN Member States
(Article 2)” and many ‘other areas of Economic Co-operation (Article 7).””

*"Refer to Saw, Sheng and Chin (2005), Saw (2006), Onishi (2006), Kimura and Ishikawa
(2007), Shimizu (2007) as for ACFTA.

“Press Statement by Chairman, 4th ASEAN Informal Summit, Singapore, 25 Nov 2000,”
http://www.aseansec.org/5310.htm.

““Press Statement by the Chairman of the 7th ASEAN Summit and the Three ASEAN + 1
Summits Brunei Darussalam, 6 November 2001,” http:/www.aseansec.org/5316.htm.

0 “Framework Agreement on Comprehensive Economic Co-operation between ASEAN and
China,”
http://www.aseansec.org/13196.htm.
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In October 2003, at the 6™ ASEAN China Summit, they signed the
“Joint Declaration of the Heads of State/Government of ASEAN and China
on Strategic Partnership for Peace and Prosperity.”®’ Then, China and
India joined TAC. This was the first time that a power outside Southeast
Asia joined TAC.

In January 2004, an early harvest was actually implemented. In
November 2004, the “Agreement on Trade in Goods of the Framework
Agreement on Comprehensive FEconomic Co-operation between the
Association of Southeast Asian Nations and the People’s Republic of
China” was signed.” In July 2005, they began to reduce tariffs for prod-
ucts in the normal track under this agreement. The tariffs on 3,408 items
(50% of all items) were reduced in 2005.%”

Furthermore, the “Agreement on Trade in Services of the Framework
Agreement on Comprehensive Economic Co-operation between ASEAN and
China” was signed at the 10th ASEAN-China Summit in January 2007; it
was agreed to gradually liberalize the services sectors from July 2007.%”

Next, the factors for the conclusion of ACFTA will be discussed. There
were two important economic factors for the conclusion of ACFTA. The
promotion of trade and investment was important for both ASEAN and
China. The economic cooperation and support from China was crucial to
ASEAN.

The institutional characteristics of ACFTA were: ACFTA was a loosely
controlled system, and in relation to this, it followed the rules of AFTA.
First, the completion periods of tariff elimination for the original ASEAN
members (2010) and new ASEAN members (2015) were the same as those
of AFTA. Second, the method to gradually implement tariff reduction de-
pending on the sector, for example, separating the original members and
new members or dividing them into Normal and Sensitive Tracks, was
similar to that of AFTA. Third, the rules of origin were similar to those of
AFTA: the aggregate ACFTA content (full cumulation, applicable among
all parties) on the final product was not less than 40%."

“Joint Declaration of the Heads of State/Government of ASEAN and China on Strategic
Partnership for Peace and Prosperity,” http:/www.aseansec.org/15265.htm.

“Agreement on Trade in Goods of the Framework Agreement on Comprehensive Economic Co-
operation between the Association of Southeast Asian Nations and the People’s Republic of
China,” http://www.aseansec.org/16646.htm.

% Tsusho-Kouhou (JETRO), 21 July 2006. China’s exports to ASEAN in the one-year period
from dJuly, 2005 to June, 2006 increased by 23.1%; imports from ASEAN increased by 20.6%
to reach 74.15 billion dollars (Ibid.).

““Agreement on Trade in Services of the Framework Agreement on Comprehensive Economic
Co-operation between the Association of Southeast Asian Nations and the People’s Republic
of China,” http://www.aseansec.org/19346.htm.

““Agreement on Trade in Goods of the Framework Agreement on Comprehensive Economic Co-

operation between the Association of Southeast Asian Nations and the People’s Republic of

China,” “Annex 3: Rules of Origin for the ASEAN-China Free Trade Area,” http://www.

aseansec.org/16646.htm.
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Thus, ASEAN has the initiative in ASEAN Plus One FTA as seen in
ACFTA, along with APT and EAS. ASEAN is now working to acquire more
investment and support. ASEAN has an initiative to apply its rules in the
institutionalization of FTA.

4.3 ASEAN and East Asian Regional Economic Cooperation: The
Expansion of Intra-ASEAN economic cooperation to East Asian
Regional Economic Cooperation

As mentioned in Section 3-4, ASEAN seeks a wider economic coopera-
tion over an extensive region including East Asia, because of its character-
istics of Intra-ASEAN economic cooperation. Furthermore, for ASEAN, intra-
regional and extra-regional economic cooperation has been implemented
simultaneously. ASEAN had consistently had results in extra-regional eco-
nomic cooperation (the External Economic Joint Approach), which began
in 1972. ASEAN was able to secure export markets and obtain financial
assistance.

In recent years, extra-regional economic cooperation had important re-
sults in East Asian regional economic cooperation. ASEAN is maintaining
its important role in the current East Asian regional cooperation. First,
ASEAN has provided an arena for negotiations in East-Asia and the Asia-
Pacific region, as seen in the ASEAN Post-Ministerial Conference (PMC),
the ASEAN Regional Forum (ARF) and APT meetings, and taking initia-
tives in these negotiations. Second, this was observed in the establishment
of CMI after the Asian financial crisis. In this case, part of intra-ASEAN
economic cooperation, ASP expanded into East Asian regional cooperation.
Third, the recent negotiations for FTA between ASEAN and China
(ACFTA), ASEAN and Japan (AJCEP) as well as ASEAN and Korea
(AKFTA), were held in the above meetings as the main stage, making
ASEAN an important axis to FTA in East Asia.

This successful extra-regional cooperation, conversely, always requires
ASEAN to strengthen intra-regional cooperation. For example, Foreign
Minister of Singapore Rajaratnam said in the 7th Foreign Ministerial
Meeting (FMM) in 1974, “If we do not unite ourselves through economic
cooperation, it will be very difficult to convince others to take the ASEAN
seriously.”® This point is still applicable.

Lastly, it should be noted that ASEAN’s rules (or systems) are ex-
tending into the East Asian regional cooperation. First, for example, as
mentioned above, ASP expanded into CMI. Second, the AFTA rule includ-
ing the rules of origin is also expanding into East Asian FTA including
ACFTA, with ASEAN as their axis. For instance, the AFTA rule including
the rules of origin was adopted in ACFTA. Third, mutual recognition and
harmonization of regulation are also initiated by ASEAN. “ASEAN Mutual
Recognition Arrangement on Engineering Services,” “Agreement on the
ASEAN Harmonized Electrical and Electronic Equipment (EEE) Regulatory

“ASEAN Secretariat (1987), p.178.
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Regime,” and “Agreement to Establish and Implement the ASEAN Single
Window” were signed in December 2005.”” Moreover, it was decided that
the participation criteria for the EAS would be based on ASEAN criteria.
It is also possible that the ASEAN Charter may lead the direction of the
East Asian Cooperation. Thus, the deepening direction of intra-ASEAN eco-
nomic cooperation will play a key role in East Asian regional cooperation.

5. Conclusion

With the major turning point of the “ASEAN Declaration of Concord
II” in October, 2003, intra-ASEAN economic cooperation entered a new
phase, in which its goals were set on establishing a single market or a
common market. ASEAN 1s now working to strengthen intra-regional eco-
nomic cooperation and integration by resolving the centrifugal forces. In
other words, ASEAN 1is formulating new methods to resolve economic is-
sues among member countries, actively seeking to narrow the development
gaps among member countries and establishing the ASEAN Charter.

ASEAN seeks a wider economic cooperation over an extensive region
including East Asia, due to the characteristics of intra-economic coopera-
tion. For ASEAN, intra-regional and extra-regional economic cooperation
have been implemented simultaneously. With regard to the extension of
extra-regional economic cooperation, ASEAN is maintaining its important
role in the current East Asian regional cooperation. ASEAN’s rules (or
systems) are expanding into the East Asian regional cooperation. The
deepening and direction of intra-ASEAN economic cooperation will play a
key role in the East Asian regional cooperation.

Lastly, issues relating to ASEAN and East Asian regional cooperation
will be presented. First, will ASEAN deepen the cooperation and integra-
tion of its own members, with the turning point being the “ASEAN
Concord 1I”? Will ASEAN implement cooperation and integration over the
nation-states system? Second, what role can intra-ASEAN economic coop-
eration play in the future? What international public goods will it provide?
How can it contribute to the management of the world economy? Third,
will ASEAN be able to maintain the initiative in East Asian regional coop-
eration? Will it be able to maintain bargaining power with extra-regional
powers? Will it be able to further expand the ASEAN rules (or systems)
to East Asia?

Next, issues about the future of East Asian regional cooperation will
be presented. First, what role can East Asian regional economic coopera-
tion play in the future? What international public goods will it provide?

0 “ ASEAN Mutual Recognition Arrangement on Engineering Services Kuala Lumpur, 9
December 2005,” http://www.aseansec.org/18009.htm, “Agreement on the ASEAN Harmonized
Electrical and Electronic Equipment (EEE) Regulatory Regime Kuala Lumpur, 9 December
2005, ” http://www.aseansec.org/18012.htm, “Agreement to Establish and Implement the
ASEAN Single Window Kuala Lumpur, 9 December 2005,” http:/www.aseansec.org/18005.htm.
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How can it contribute to the management of the world economy? Second,
will some regional cooperation such as ASEAN, APT, EAS, ARF, and
APEC continue in a multilayered manner? Will this eventually become a
unique characteristic of East Asian regional cooperation? Third, what
membership will the East Asian community be composed of ? What will it
aim to do? That is, “What is East Asia?” and “What is the community?”

These issues must be examined in the context of the world economy.
This is because first, economic activities basically operate throughout the
world economy. Second, the ASEAN and East Asian economies have be-
come more global. Thus we must also consider the relations between the
nation-states and the world economy. These issues regarding intra-economic
cooperation must be examined in the total context with politics, economics
and history. This is because economic cooperation or integration 1s one
part of economic policy which also includes politics and history.

ASEAN must attract foreign capital and secure export markets for the
development of ASEAN countries. ASEAN must maintain the initiative in
East Asian regional cooperation in order to avoid being buried in the East
Asian regional cooperation. Thus, ASEAN must strengthen the cooperation
and integration of its own members. On the other hand, its direction will
also dictate the direction of East Asian regional cooperation. It is ASEAN
itself that plays the key role in East Asian regional cooperation including
the East Asian community.

Professor, Kyushu University
References

[English ]

+ ASEAN Secretariat, ASEAN Documents Series, annually, Jakarta.

+ ASEAN Secretariat, ASEAN Annual Report, annually, Jakarta.

+ ASEAN Secretariat, ASEAN One, Jakarta.

- ASEAN Secretariat (1987), Statement by the ASEAN Foreign Ministers at
ASEAN Ministerial Meetings 1967-1987.

- ASEAN Secretariat (1988), Statement by the ASEAN Foreign Ministers at
ASEAN Ministerial Meetings 1987-1988.

- ASEAN Secretariat (2004), ASEAN: Narrowing the Development Gap, Jakarta.

+ ASEAN Secretariat (2006), ASEAN-China Documents Series 1991-2005, Jakarta.

- ASEAN ISIS (2003), Towards an ASEAN Economic Community, Jakarta.

- ASEAN Secretariat (2003), Towards a Single Economic Space, Jakarta.

- EASG (2002), “Final Report of the East Asia Study Group,” Jakarta.

- EAVG (2001), “Report of the East Asia Vision Group,” Jakarta.

- EPG (2006), “Report of the Eminent Persons Group (EPG) on the ASEAN
Charter,” Jakarta.

- Hew, D. (ed.) (2005), Roadmap to an ASEAN Economic Community, Institute
of Southeast Asian Studies (ISEAS), Singapore.

- Hew, D. and Soesastro, H. (2003), “Realizing the ASEAN Economic



2007.10 East Asian Regional Economic Cooperation and FTA 95

Community by 2020: ISEAS and ASEAN-ISIS Approaches,” ASEAN Economic
Bulletin, 20, 3, ISEAS.

- ISEAS (2003), Concept Paper on the ASEAN Economic Community, Singapore.

- Saw, S., Sheng, L. and Chin, K. W. (eds.) (2005), ASEAN-China Relations:
Realities and Prospects, ISEAS, Singapore.

- Saw, S. (ed.) (2006), ASEAN-China Economic Relations, ISEAS, Singapore.

- Severino, R. C. (ed.) (2005), Framing the ASEAN Charter, ISEAS, Singapore.

- Severino, R. C. (2006), Southeast Asia in Search of an ASEAN Community,
Singapore, ISEAS.

- Shimizu, K., (1998b), “The Strategy and Its Results of Intra-ASEAN Economic
Cooperation, 1976-1987,” Economic Journal of Hokkaido University (Hokkaido
University), 27.

+ Shimizu, K., (1999b), “The Proposal and Implementation of the Brand to
Brand Complementation Scheme,” Economic Journal of Hokkaido University,
28.

+ Shimizu, K., (2000), “The Asian Economic Crisis and Intra-ASEAN Economic
Cooperation,” Economic Journal of Hokkaido University, 29.

+ Shimizu, K., (2002b), “Intra-ASEAN Economic Cooperation and Monetary
Cooperation,” Journal of Asian-Pacific Studies, Asian-Pacific Center (APC).

+ Shimizu, K. (2005b), “Intra-ASEAN Economic Cooperation: the New Tasks,”
Journal of Political Economy, (Kyushu University), 71, 2-3.

+ Shimizu (2006b), The First East Asia Summit (EAS) and Intra-ASEAN
Economic Cooperation, Economic Journal of Hokkaido University, 35.

- United Nations (UN) (1974), “ Economic Cooperation among Member
Countries of the Association of Southeast Asian Nations,” Journal of
Development Planning, 7, UN, New York.

[Japanese]

+ FOURIN, Monthly Report on the Asian Automobile Industry, monthly,
FOURIN, Nagoya.

- FOURIN (2006), Asian Automobile Industry 2006, FOURIN, Nagoya.

« Institute of International Trade and Investment (ITI), International Trade
Matrix, annually, ITI, Tokyo.

- Kimura and Ishikawa (eds.) (2007), Moving China to South and Its effects to
ASEAN, JETRO, Tokyo.

+ Kuroyanagi, Y. (ed.) (2005), Asian Regional Order and ASEAN, Akashi-
shoten.

+ Onihi, Y. (ed.) (2006), New Development of Economic Relations between China
and ASEAN, IDE, Tokyo.

- Sasaki, T. and Nakamura, K. (ed.) (1994), Demystification of the European
Integration, Minerva Shobo, Kyoto.

- Shimizu, K. (1998a), Political Economy of Intra-ASEAN Economic Cooperation,
Minerva Shobo, Kyoto.

+ Shimizu, K. (1999), “The Asian Economic Crisis and Intra-ASEAN Economic



Econ. J. of Hokkaido Univ., 36 K. SHmizu

Cooperation” Sekai-Keizai-Hyoron (World Economic Review), 44, 5.

+ Shimizu, K. (2002a), “From the Monetary and Financial Cooperation in
ASEAN to the Monetary and Financial Cooperation in East Asia,” in
Fukagawa, H. and Ishida, O. (ed.), Globalizatoin and Asian Economy, Kyushu
University Press, Fukuoka.

+ Shimizu, K. (2004a), “Intra-ASEAN Economic Cooperation: the New Tasks,”
Sekai-Keizai-Hyoron (World Economic Review), 48, 10.

-+ Shimizu, K. (2005a), “New Development of Intra-ASEAN Economic
Cooperation: 10th ASEAN Summit and VAP,” in ITI (2005), The Research of
Regional Cooperation and FDI, Tokyo.

- Shimizu (2006a), The Achievement and Prospects of the First East Asia
Summit (EAS): From the Point of View of Intra-ASEAN Economic
Cooperation, The Journal of Korean Economic Studies, 6.

- Shimizu, K. (2007), “China and ASEAN: From the viewpoint of East Asian
Regional Cooperation,” in Kawashima, S. (2007), Diplomacy of China,
Yamakawa-Shuppansha, Tokyo.

- Urata, S., Ishikawa, K. and Mizuno, R. (eds.) (2007), FTA Guidebook, JETRO,
Tokyo.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [1200 1200]
  /PageSize [612.000 792.000]
>> setpagedevice


